Approved For Release 2007/12/14 : CIA‘-RDP85BO1‘152R001001360013-5

LA
-

U.S. GENERAL ACCOUNTING GFFICE
WASHINGTON, D.C. 20548

FOR RELEASE ON DELIVERY
Expected at 10:30 a.m. .
Wednesday, September 14, 1983

STATEMENT OF CHARiES A. BOWSHER
‘COMPTROLLER GENERAL OF THE UNITED STATES
BEFORE THE -.
SUBCOMMITTEE ON CIVIL SERVICE, POST OFFICE,
. AND GENERAL SERVICES
COMMITTEE ON GOVERNMENTAL AFFAIRS
UNITED STATES SENATE
ON

RETIREMENT CONTRIBUTION REQUiREMENTS
FOR NEW FEDERAL EMPLOYEES

Mr. Chairman and Members of’the Subcommittee:

. I appreciate the oppopéunity to appear today to present our
views on the effects-oﬁ'éemporarily requiring new Federal employ-
ées to contribute to both social security and the civil service
retiremeﬁt system. We are pleased that your committee has under-
taken these hearings to remedy this situation. We have been con-
cerned that the extra contributions would place the Government at
a competitive disadvantage in‘recruiting and retaining employees
because they would resﬁlt in a substantial reduction in take-home
pay. while eﬁployees in the private‘gector must pay social;
security taxes, few are required to contributé‘to their
empldyer—sponsored reti;ement programs.

. Most employees in thé civil service systeﬁ must pay 7 per-
'bént of their salary into the retirement fund;b Some participants

contribute even'higher amounts, and all employees pay an
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additional l.3—percent.medicaré tax. Beginning.in January 1984,
newly hired Federal employees and former employeeg rehired after
a break :in service of 1 year or mére will also be coﬁered by
social security;‘ Therefore, in addition to retirement fund
contributions and the medicare tax, they.will be required to pay
~social security taxes of 5.4 percent in 1984 and 5.7 percent iﬁ
11985. While medicare and social security taxes currently apply
only to the first §35,700 of annual salary, neérly all new
enployees will_receiQe salaries below this ievel. Thus, they
will be contributing a total of about 14 percent of their salary
to these programs until a ﬁew retirement system to supplement

social security is established. It is anticipated that the new

system will not be in piace uhtil sometime in 1985. '

We issued a letter report to the Senate Committee on Govern-
mental Affairs on August 31, 1983, which highlights our concerns
and discusses some options to ameliorate the problem. I would
like to submit a.copy of thét report for the record and summarize
the options.

It is difficult to predict at this time what a new supple-
mental ;etireﬁént system.will provide or how it will be imple-
mented. Presumably, it will retroac£ively ;o§er all service by
new employees after January 1, 1984. Wé also aséume that any
contfibutions new employees make to the civil service system,
during the period of temporary coverage, that are greater than
the amount required by the new system would be refunded.

The Office of Personnel Ménagement (OPM) estimates that by

the end of 1985 a total of 385,000 Federal employees could be

affected by the dual contribution requiremént. OPM estimates
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these employees will contribute ab@ut_Séﬁﬁi ii;ion to‘the civil
service retirement fund during.thi§ 2—year“§;£iod, butfonly a few
of them are expected to . receive any civil service benefits‘from
their contributions. This is because new employees must have 5

- years of civilian service to be el;gible for disability benefits
and must have been employed at léast 18 months before their
survivors could receive death benefits. Social Securiﬁy requires
coverage of up to 5 years, éepending on the employee's age, for
disability benefiﬁs and 18 months for death benefits.

Thus, none of the new employees>would be{eiigib;e for disa-
bility benefits from the civil service systém and only those
hired early in 1984 would be eligible for civil service death
benefits. Rehired employees could be eligible for more benefits
because of their prior Federal service. Overall, OPM estimates
that civil service disabiliky and death benefits will be paid in
750 instances, and sucy’gayments are estimated to be about
ASSOO,OOO in 1984 and §2,900,000 in 1985.
| The extra contributions to be required of new employees will
cause a substantial reduction in their take-home pay. This could
adversely affect the Government's recruiting and retention ef-
forts. Officials in the five'departments and agencies we visited
were very concerned that the higher Fetirement contributions
would piace the Government at a compéﬁitive disadvantage
especially in those occupations wherg the Gové;nment already has
Fo péy special salary rates to compeﬁe with thé private sector.

In 1982, agencies were paying about $93 million annually in
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salary supplements over and above regular rates to 34,30b such
émployeeg.‘

| In view of the limited benefits that employees will derive
from témporarily contributing toAthe civii service. . system and the
problemétthe increased contributions may.cause, we evaluated
‘several alternatives that could resolve this situation.. These
'alternatives were:

1. Provide a temporar§ tax credit to Federal employees
covered by the social security system for the amount of their
contribution to the civil service system.

2. Provide no civil service coverage:vtherefore, no contri-
butions to the civil service system would be reguired.

3. Prdvide temporary civil service coverage without requir-
ing employee contributions but with a 100-percent social security
offset against any civil serviFe benefits received.

4. Provide for voluntary tempofary participation in the
civil service syétem by new employees. |

Under each of these alternativés, employees' sérvice credits
would be transferred to the new supplemental system when it is
established. ‘i ' . -

I would now like to discuss the.alternatives in more detail

along with the advantages and disadvantages of each one.

Tax éredit

.One way to alleviate the impact of greater retirement con-
tribﬁtions would be to provide the new employees an income tax
credit for their civil servicevcontributions during the 2-year

period. Rills have been introduced in the House of Representa-
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tives (H.R. 3371) and the Senate ($; lSéi%ﬂ;@?permiﬁ such
credits. However, timing of the téx creditf;ould be aJ
vdisadvantage, inasmuch as the employees may not benefiﬁ from théb
credit until the fdlloﬁing.year whenuﬁhey file their ﬁéx returné}
This alternative would contipug full employee and_employer
contributions to the civil sérvicé trusﬁ fund. Employees would

have greater disability and death benefits than those hired prior

«

to 1984 because of the dual'coverage,'but would have contributed
less because of tﬂe tax credit. Since the proposed bills do not
change the refund provisions of the civil serviée system,
employees could receive not only.the tax credit but also a refund
of théir contributions if they later:ieft Government service.

No civil service coverage

Under this alternative, the social security program would
provide disability and sur%&vor benefit coverage for new employ-
ees but, depending on iﬁgividual circumstances, benefits could be
‘more or less than civil service benefits. Né employee or
employer .contributions td the civil service system would be

required.

This alternative avoids any-duplicated benefits and the
potential adminisﬁrative'burdén of refunding employee contribu-
tions if a noncontributory supplemental plan is later established
or.the.éontribution rate under the new plan is lower.

Recruiting may be more difficult than under other alterna-
tives'because of the uncertainty aboufvthe levél of future
‘?etirement benefits. Aiso, this alternative would generally pro-

*vide lower disability and death benefits, especially for rehired
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Y

-employees who might otherwise qualify for civil service benefits
because of prior Federal service but who may not have sufficient
service ‘to qualify for social sécurity benefits.

Social security offset

Thié alternative would provide employees coverage under
’ both sysﬁems, but civil service benefits would be reduced by the
‘amount of any benefits received from social security. While
employee contributions to tﬁe civil service system would not be
required, agencies wéuld continue to make civil service contri-
butiéns which would be used tb finance civil service benefits
for these employees. ‘

The alternativé assures disability and death benefit cover-
age comparable to tﬁat proQided employees hired before 1984, but
at less éost to new employees. However, it creates some
édminiétrative burden in computing the social security offset.
It does avoid the potential administrative burden of refunding

employee contributions if a noncontributory supplemental plan is

later established or the contribution rate under the new plan is

lower.

Voluntary participation

While all new employees will have social security coverage,
this alternative would permit those employees who desired
greater coverage to participate in the civil service system.
Participating employees and their agencies would each be
required to make the regular contributions to the civil service

system.
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This alternative would‘give>p§rtiéi§aﬁip§;employées-more
coverage thah that provided emploYéés hireaf;}ior to 1§84.
While it would give the.individuél ﬁhe responsibiliﬁ& for
determining the adequacy of coverage;iit would be verY‘costly
for the.limited additional coverage most employees wbuid

receive.

«

In summary, Mr. Chairman, unless,the current law is
changed, new empldyees will contribute almost §500 million to
the civil service sysﬁem, but only a very small humber will
receive any benefits from those contributions before thé new
system is established. Moreover, thé.dual contributions will
reduce employees' take-home pay making recruiting and retention
of quality individuals much more difficult. 1In some cases,
special pay rates might hay; to be increased or paid to more
employees. Resolution/d& this problem prior to January 1, 1984,
.would relieve new employees from the burden of contributing to
both social security and the.civil service system. |

I would be pleésed to answer any gquestions you may have.
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